University of Mississippi

eGrove
State Publications

Accounting Archive

1931

Examination questions [1931, November]
Minnesota State Board of Accountancy

Follow this and additional works at: https://egrove.olemiss.edu/acct_st
Part of the Accounting Commons, and the Taxation Commons

Recommended Citation
Minnesota State Board of Accountancy, "Examination questions [1931, November]" (1931). State
Publications. 33.
https://egrove.olemiss.edu/acct_st/33

This Article is brought to you for free and open access by the Accounting Archive at eGrove. It has been accepted
for inclusion in State Publications by an authorized administrator of eGrove. For more information, please contact
egrove@olemiss.edu.

MINNESOTA STATE BOARD OF ACCOUNTANCY
EXAMINATION QUESTIONS

Accounting Theory
THURSDAY, NOVEMBER 19, 1931—8:30 A. M. TO 12:00
(Answer ten questions, including No. 6 and No. 12)
Question 1 :
The capital account of George Mohr, sole proprietor of a certain
business establishment, was $26,419.30 at June 30, 1931.
Make the proper entries to admit Fred Price as a partner under
each of the following conditions:
(a) Price pays $25,000.00 for a one-half interest, the money to
remain in the business. The capital of the new firm is to be $50,000.00.
(b) Price pays $15,000.00 for one-half interest, Mohr to keep the
money and the firm capital to remain at $26,419.30.
(c) Price pays $14,000.00 for a one-third interest, the money to
remain in the business, and the capital of the new firm to be increased
to $42,000.00.
Question 2 :
You are preparing a manual of general accounting procedure for a
large industrial concern. Outline therefor a plan of providing for bad
debts and a bad debt reserve. Monthly financial statements are contemplated.
Question 3 :
The greater portion of the business transacted by The Georgian
Company is on a contract basis. Customers are billed periodically as
work on their contracts progresses.
On December 31, 1930, the status of unfinished contracts was summarized as follows:
Job No.
4163
4166
4172
4173
4174
4179

-

Totals

Cost
to Date
$46,318.26
__ 59,416.83
8,727.45
12,487.27
3,804.93
22,063.60
152,818.34

Estimated
Cost
to Complete
$5,000.00
11,500.00
19,400.00
41,100.00
12,300.00
60,000.00

Contract
Price
$75,000.00
60,000.00
40,000.00
60,950.00
15,000.00
125,000.00

149,300.00

375,950.00

1

Billings
to December
31, 1930
$55,000.00
48,750.00
10,000.00
12,450.00
2,000.00

128,200.00
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No profit or loss is taken up on the books until the contract is completed; the cost to date is treated as an inventory item under current
assets while billings thereon are set up on the balance sheet as deferred
income immediately following current liabilities. The company is able
to compute the cost to complete each contract with great accuracy.
Do you approve of the accounting procedure followed and the balance sheet valuations and arrangement?
Question 4 :
In the preparation of a balance sheet of a dealer in period furniture
and objects d'art, to be used for credit purposes, you ascertain that for
the past twenty years his stock in trade has had an average turnover
of once every three years. Would you include the said stock in trade
among the current assets? Would it make any difference in your
method of handling the inventory if you were told that the balance sheet
was not to be used for credit purposes?
Question 5 :
The International Traffic Bureau is a personal service organization
representing American importers in their claims against marine transit
companies for overcharges in ocean freight and for deterioration of
merchandise during transit. As compensation the Bureau receives in
cash twenty-five per cent of all claims settled; it pays all its own legal
and other expenses.
To add prestige to its business, The International Traffic Bureau
entered into a special contract with a large importer whereby in lieu
of receiving cash for claims settled, it accepts stock of the importing
company at par. In addition, as part of the contract, the Bureau bought
outright for cash $5,000.00 in stock at par value.
It is admitted that the stock is not worth par value. At the close
of the fiscal year, the International Traffic Bureau had on hand, as a
result of the above contract, stock having a par value of $20,000.00,
with an estimated fair market value of $10,000.00, and an accounts
receivable of $1,250.00 for claims settled but not yet paid for in stock.
How should this transaction be considered on the company's:
(1) Balance sheet.
(2) Statement of profit and loss.
(3) Federal income tax return.
Question 6:
What classes of auditing, accounting and allied services do accounting firms render? Describe each briefly.
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Question 7:
What is the proper accounting procedure involved in the following:
(1) Gain arising from the cancellation by a parent company of
advances to a subsidiary.
(2) Profits on the sale of plant assets.
(3) A deficit from current operations, there being paid-in but no
earned-surplus.
(4) Good-will or other intangible assets which an officer of the
company has proposed to write off by charging them against surplus
arising from the appraisal of the company's fixed assets.
Question 8 :
A corporation purchased $300,000.00 of its outstanding serial bonds
at an average price of 65 on the open market. It desires to show the
saving as a current year's profit to be carried to earned surplus. Have
you any objections? Is it available for dividends? What immediate
disposition, if any, should be made of the unamortized bond discount and
expense applicable to the above bonds?
Question 9 :
Discuss the relationships and distinctions between the following:
(1) Sinking fund reserve and funded debt.
(2) Sinking fund and sinking fund reserve.
(3) Depreciation reserve and sinking fund reserve.
(4) Sinking fund reserve, immediately after the retirement of a
bond issue, and (a) earned surplus, (b) cash dividends, and (c) stock
dividends.
Question 10:
You are engaged by a manufacturer of railroad equipment to install a record of control for the purchasing department.
Outline briefly a system which will permit the company's accountant to determine the complete liability to creditors at the close of an
accounting period.
Salient points to be considered a r e :
(1) Record of quantities delivered on purchase contracts.
(2) Goods ordered but not received.
(3) Invoices received before the delivery of goods.
(4) Systematic checking of (a) goods received against purchase
orders and (b) prices and extensions.
(5) The transfer of invoices to the accounting department.

4
Question 1 1 :
Two corporations consolidated in 1929, stock in a new corporation
having been exchanged, par for par, for the stock of the two old corporations which thereupon transferred their assets to the new corporation and dissolved. There was no change in or addition of stockholders. Substantial earned surplus accounts existed on the books of
each old company. Appraised values of fixed assets (which exceeded
the book values thereof) were declared by the Board of Directors of
the new company to be their fair values which should be transcribed
on the books of account.
(a) Should the earned surplus accounts have been transferred as
such to the books of the new company?
(b) For income tax purposes what basis should be followed in
determining depreciation expense?
Question 12:
A movement has been on foot for several years to classify accounting services. Of what value to the certified public accountant would
such classification be?

MINNESOTA STATE BOARD OF ACCOUNTANCY
EXAMINATION QUESTIONS

Practical Accounting
THURSDAY, NOVEMBER 19, 1931—1 P. M. TO 5:30 P. M.
Problem 1 :
You are called upon by a committee appointed by certain common
stockholders of the Premier Tester Company and certain preferred
stockholders of the Premier Corporation to investigate the facts behind the recent organization of the latter company. For the purposes of
this problem, your solution is to consist of a redrafting of the company's balance sheet and the auditor's certificate, both of which appeared in a report to stockholders as at August 31, 1931. You are also
to prepare a statement of reconciliation between the net worth of the
predecessor company, before adjustments, if any, and the net worth
of the Premier Corporation as determined by you.
You are permitted access to the books and other records of both
companies and from them you ascertain the following facts:
(1) Premier Tester Company, due to the depression and to possible mismanagement, was in financial difficulties early in 1931, at
which time it owed the Foothold State Bank on a demand loan $150,000.00. A subsidiary of the bank, Foothold Securities Company, was
called upon in an attempt to reorganize the finances of the business in
such a way that sufficient working capital could be obtained to take
care of current obligations. The company had always paid substantial
dividends and was deemed capable of earning in excess of $500,000.00
per annum under a responsible management.
(2) On August 7, 1931, an agreement was drawn up containing,
as its principal provisions, the following:
(a) Parties to the agreement: Premier Tester Company, George
Gimmel, and Foothold Securities Company, designated respectively as
first, second, and third parties.
(b) Second party to form a new corporation immediately to be
known as Premier Corporation, to be incorporated under the laws of
the State of Delaware, and to have authorized issues of 75,000 shares
of $3.00 cumulative preferred no-par-value stock having a stated value
of $37.50 per share, and 25,000 shares of no-par-value common stock
having a stated value of $1.00 per share; at stockholders' meetings each
share of preferred stock to have voting rights equal to each share of
common stock.
1
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(c) Third party agrees (1) to buy on or before August 31, 1931,
all authorized preferred stock of the new company, (2) to pay for same
$40.00 per share in cash or in property, the latter at values as may be
determined by the Board of Directors, and (3) to sell such stock to the
public, as a new issue, at $50.00 per share or more.
(d) First party agrees to sell (vendee not specified) its plant (i. e,.
fixed assets) for $1,000,000.00 in cash, and its remaining assets (excluding cash) and business, less liabilities, at August 31, 1931, for the
25,000 shares of no-par-value stock of the new company.
The above agreement was at once approved by the stockholders
of the Premier Tester Company, and the president, George Gimmel, was
authorized to carry out the company's obligations thereunder.
(3) The balance sheet of the Premier Tester Company at August
31, 1931, immediately before its assets were turned over to the new company, was presented to you as follows:

Cash
Customers
Inventories
Plant

PREMIER TESTER COMPANY
BALANCE SHEET—AUGUST 31, 1931
ASSETS
LIABILITIES
Foothold State Bank
$150,000.00
$214.52
Creditors
622,485.61
158,539.18
Reserve for depreciation
1,002,640.95
47,663.20
Capital stock
5,000,000.00
5,899,135.96**
Deficit
669,573.70*

Total assets
6,105,552.86
Total liabilities
6,105,552.86
*Red.
**Net sound value, per appraisal report of American Appraisal Company as at
August 6, 1931, $1,001,256.84.

(4) Balance sheet and auditors' certificate extracted from printed
report to the stockholders of the new corporation (date of incorporation, August 15, 1 9 3 1 ) :
PREMIER CORPORATION
BALANCE SHEET—AUGUST 31, 1931
ASSETS
LIABILITIES
Cash in hank
$409,629.35
Creditors
$347,856.26
Receivables (net)
89,269.59
Preferred stock
2,812,500.00
Inventories, at cost or less
21,932.79
Common stock .
25,000.00
Plant
3,050,000.00
Surplus, available for
dividends
385,475.47
Total assets

3,570,831.73

Total liabilities

3,570,831.73

"We have examined the books and accounts of the Premier Corporation and its predecessor, the Premier Tester Company, as at
August 31, 1931, and the agreement dated August 7, 1931, between
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Premier Tester Company, George Gimmel, its president, and Foothold
Securities Company. We hereby certify that in our opinion the above
balance sheet is in conformity with the books and presents a true picture of the financial condition of Premier Corporation at August 31,
1931, subject to the following:
" ( a ) Capital assets, $3,050,000.00, acquired from the predecessor
company, have been recorded on the books at values given to them by
the Board of Directors, which represent substantial reductions in the
value thereof reflected in the books of the predecessor company. Certain non-recurring charges and other financing, legal, and rehabilitation expenditures totaling $50,000.00, have been capitalized.
" ( b ) Customers' accounts have been valued on the basis of 50 per
cent of the receivables from customers appearing on the books of the
predecessor company, which we believe to be conservative. Inventories
have been depreciated something more than 40 per cent, owing to
the desire of the president, Mr. George Gimmel, to meet declining price
levels.
S W E E T AND SHORT,

Accountants and Auditors."
(5) On the books of the Premier Tester Company you find six
journal entries recorded after the balance sheet had been prepared. The
explanations attached to these entries, except as noted elsewhere, you
find are substantially in accord with the facts.
(1)

Cash in bank
$525,370.65
Reserve for depreciation
— 1,002,640.95
Foothold State Bank
_
150,000.00
Creditors
274,629.35
Deficit (interest paid but not accrued)
1,000.00
Deficit
3,955,495.01
Plant account
_
Customers
Sale of plant to Parlous Shearer, nominee for Foothold
Securities Company, including assumption by him of
certain pressing obligations of our company which he
immediately paid off in cash in full, and the assignment to him of an account guaranteed by Foothold
Securities Company, the proceeds of which are to be
turned over to our company's successor.

$5,899,135.96
10,000.00

(2)
Deficit

74,269.59
Customers

74,269.59
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Estimated loss from bad debts, our company never having had a reserve therefor and many accounts now
believed uncollectible; authorized by Board of Directors August 31, 1931.
(3)
Deficit
_
Inventories
Estimated decline of 53.9838 per cent in value of inventory per instructions of Mr. George Gimmel, our president.

25,730.41
25,730.41

(4)
Capital stock—Premier Corporation
2,500,000.00
Creditors
347,856.26
Deficit
Customers
Inventories
Profit from sale of accounts receivable and inventories,
less creditors, in exchange for common capital stock
of Premier Corporation.
(5)
Deficit
Cash in bank
Liquidating cash dividend paid pro rata to our stockholders per authorization of Board of Directors August
31, 1931.

2,751,653.88
74,269.59
21,932.79

525,585.17

(6)
Capital stock
5,000,000.00
Deficit
Capital stock—Premier Corporation
Distribution to our stockholders, some of whom refuse
to surrender their certificates of stock of our company,
consisting of 25,000 shares of no-par-common stock
of Premier Corporation.

525,585.17

2,500,000.00
2,500,000.00

(7) On the books of the new company you find the following opening entries:
(1)

Plant
$3,000,000.00
Preferred stock
Surplus
Purchase from Parlous Shearer of plant, title transferred today, for all of preferred stock authorized; and
creation of surplus available for dividends (under
Delaware law, per opinion of Mr. F. A. Straight, of
counsel), per resolution of Board of Directors and of
stockholders, both dated August 31, 1931, stock issued
as follows (by direction letter from Foothold Securities Company):

$2,812,500.00
187,500.00
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Certificate
Number
1
2-58

Stockholder
Foothold Securities Company
Individual (new) stockholders

Shares
50,000
25,000

Consideration
Plant.
$1,250,000.00 cash (paid
to Foothold Securities
Company).

The preferred stockholders who have employed you belong to the
second group shown immediately above.
(2)
Customers
Inventories
Cash in bank
Creditors
Common stock
Earned surplus
Receipt of above assets and liabilities in exchange for
issue of all no-par stock of 25,000 shares having stated
value of $1.00 per share, and realization of earned
discount on purchase of $197,975.47 from which dividends are payable in accordance with above opinion
of counsel.

$74,269.59
21,932.79
474,629.35
$347,856.26
25,000.00
197,975.47

(3)
Receivables—Loan to G. Gimmel, president
Plant, for disbursements t o —
G. Gimmel
Foothold Securities Company
Cash in bank
Cash disbursements on August 31, 1931; charges to plant
authorized by Board of Directors for personal services
in purchasing the plant at its scrap value.

15,000.00
12,500.00
37,500.00
65,000.00

Cash in bank and the amount owing to creditors on the certified balance sheet of the new company you determine to be correct. The appraisal of the plant you find has been carefully done and the value shown
therein corresponds closely to the book value after adjustment for
proper allowances for depreciation and obsolescence which have not
been made for the last ten years. The plant is old and in a state of
poor repair. A 50 per cent reserve for bad debts on accounts with customers ($74,269.59) you conclude is correct. However, the valuation
of the inventories is in excess of the saleable merchandise on hand and
from information made available to you during your examination, you
estimate the correct amount, based on market values which are less
than cost, should have been $5,245.80. You are to provide a good-will
account, if necessary, for any excess of stated values over tangible assets acquired.
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Problem 2 :
A, B, and C are partners and on July 1, 1928, decided to sell their
business.
The following schedule shows the original contributions, the profit
and loss ratio, and the status of their capital accounts:
Original
Contribution
$20,000.00
10,000.00
10,000.00

Name
A
B
C
Totals

Share in
Profit
or Loss
2/5
2/5
1/5

- 40,000.00

Capital
Account
July 1, 1928
$41,816.38
48,434.62
12,514.37
102,765.37

Included in the assets and liabilities were the following balances of
salary accounts:
Name
A
B ._
C

Dr.
$3,002.66

Cr.
$236.43
4,360.54

Totals

3,002.66

4,596.97

The net assets, exclusive of partners' personal accounts, and of
$10,205.20 cash on hand, were sold for $85,000.00, of which $25,000.00
was to be paid immediately in cash and the balance in four equal annual
instalments without interest. In case any of the four instalments were
missed, the business was to revert to the three partners without reimbursement for any instalments already paid. You were called in to
devise a plan of distributing the payments among the partners. They
informed you that the success of the new proprietors was not assured,
and that if they (the partners) were compelled to take the business
back, the remaining assets would be of little, if any, value. Having
devised a plan of distribution, you are now recalled, three years later,
and informed that the third of the four instalments was not paid. Accordingly, the business is returned to the partners, the net assets being
worth $25,400.00.
Prepare a schedule showing how you would have handled these
matters for the partners, assuming that the debit balance in A's account at the time of the sale was a withdrawal of profit for 1928, and
that the other two partners, on the first distribution, were entitled to
their salary accounts and withdrawals proportionate to A's current
overdraft, notwithstanding any excess of withdrawals in previous years.
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Problem 3 :
The net worth section of the balance sheet of the Simmons Athletic
Company at December 31, 1929, appeared as follows:
NET WORTH:
Capital stock—
6% cumulative preferred stock; authorized and outstanding, 1,000 shares, par value $100.00
No-par common stock; 40,000 shares authorized,
10,000 outstanding (no minimum or stated
value)
—
Paid-in surplus
Earned surplus—
Balance—January 1, 1929
Profit for year ending December 31, 1929

$100,000.00

42,030.00
50,000.00
$36,419.27
11,630.41
48,049.68

Total net worth

240,079.68

No dividends have been paid on the preferred stock for three years.
At a meeting of the preferred and common stockholders on May 15,
1930, a resolution was passed whereby 20 shares of no-par common
stock were to be issued for each share of preferred stock and dividends
accrued thereon to December 31, 1929.
From May 15 to December 15, 1930, 915 shares of preferred stock
were retired, the remaining preferred shareholders refusing to accept
the exchange. Dividends on these shares continue to accumulate, but
no special consideration was given shareholders who made the exchange
during 1930 for dividends accrued to the date on which the transfer
was made.
The Board of Directors at a meeting on December 28, 1930, voted
a 4 per cent stock dividend payable in no-par common stock to common stockholders of record on that date; they also voted a bonus of
4,528 shares of no-par common to certain officers for past services, to
be issued to them on December 31, 1930.
Profits for the year ending December 31, 1930, were $12,603.90.
You are required (a) to set up the net worth section of the balance
sheet as it should appear on December 31, 1930, showing changes in the
capital stock and earned surplus sections of the balance sheet during
the year, and (b) to compute the book value of each share of common
and preferred stock at December 31, 1930.

MINNESOTA STATE BOARD OF ACCOUNTANCY
EXAMINATION QUESTIONS

Auditing
FRIDAY, NOVEMBER 20, 1931—8:30 A. M. TO 12:00
(Answer ten)
Question 1 :
Realizing that they must ask for a composition from their merchandise creditors, the owners of the Style Clothing Company call a creditors' meeting on March 1, 1930. Open-account creditors agree to a 25
per cent reduction of the liability to them; secured creditors, holding
notes, agree to return, and thus to cancel, notes amounting to 20 per
cent of their claims. The creditors are convinced that this act is necessary in order that bankruptcy and dissolution may be avoided, and they
look forward to future profitable relations with the company.
Your advice is solicited as to the treatment of the liability reduction on the books and on the Federal income tax return for 1930.
Question 2 :
During the audit of a manufacturing concern an addition of
$50,000.00 is found in the patent account representing, as explained in
the journal entry, the value of certain patents, patent rights and processes purchased from the president of the company. The offsetting
credit is to capital stock.
(a) What verification for purposes of valuation will be necessary?
(b) How and where will this item be shown on the balance sheet?
Question 3 :
An audit of M Company's records on June 30, 1931, reveals the
necessity of making only minor adjustments to book figures, all of which
are agreed to by the company's officials. The president of the company,
however, states that he has submitted a tentative balance sheet to various creditors and to the company's bank and requests that after making
the necessary adjustments, you certify to the balance sheet in the form
prepared by the company's accounting department.
A review of the company's records reveals the following f a c t s :
(1) "Cash" included bank deposits and petty cash; of the latter
item, $1,550.00 was made up of I. O. U's signed by the company's
officers.
(2) A large number of receivables had been discounted with a
finance company. The balance in the individual accounts so discounted
represented the 10 per cent cash withheld by the finance company until
the account had been paid in full.
(3) Inventory of finished goods included stock in warehouse in a
1
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distant city, receipt for which had been deposited with the bank as collateral.
(4) The values of real estate, machinery and equipment were included at appraised values, the offsetting credit having been included
with capital surplus.
(5) Principal and accrued interest of a first mortgage loan appeared in a separate classification below current liabilities. A payment of $15,000.00 was due on the principal April 10, 1932, and interest was payable on April 10th and October 10th of each year.
(6) Under the general classification of surplus, were the following
reserves:
Bad debt reserve.
Contingent reserve.
Sinking fund reserve.
Depreciation reserve.
Would you feel that the company's method of classifying assets and
liabilities differed from your own to an extent that would prevent
your certifying to a balance sheet so prepared, or would you insist that
certain alterations of form be made? If you assume the latter attitude
on any of the above items, what changes would you make?
Question 4 :
In making an audit of a publishing house in which a magazine sales
department is maintained, you find the following facts:
A. Cash received—
(1) For one to five-year subscriptions to quarterly magazines is
credited directly to income.
(2) From the sale of advertising space in the magazines, billed
after each issue is printed and mailed, is credited to income.
B. The cost of printing a reference book given as a premium with
subscriptions is charged to advertising expense at the time printed.
What changes in the above procedure will be required to reflect the
proper income and cost of sales for each issue of the magazine?
Question 5 :
A manufacturer of household appliances maintains a separate set
of customers' ledgers for repair-part sales and service work. Several
thousands entries are made in the ledgers each month, the average
entry being for not more than $5.00. Many remittances are in currency.
During the course of an audit you find that these ledgers have not
been in balance for several months. The office manager explains to
you that any differences between the ledgers and the controlling account
are charged or credited to bad debts at the end of each month. Inquiry
reveals that the clerk who enters the receipts and sales in the journals
and posts them to the ledgers also opens the incoming mail.
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Under the above conditions what procedure would you outline in
order to determine that all cash receipts on repair-part sales and service
work for the past year have been properly recorded and what suggestions would you have to make?
Question 6:
The Central Laundry Company authorized an issue of 6 per cent,
10-year first mortgage gold bonds, par value $250,000.00, on April 1,
1927. Of this amount, bonds having a par value of $200,000.00 were
immediately sold at a 10 per cent discount, the balance remaining undisposed of.
During 1930, 50 one-thousand dollar bonds were repurchased at
93. On May 1, 1931, these were given to the bank, along with the unissued bonds, as security for an $80,000.00 bank loan.
Indicate how you would set up the bonds and bond discount on a
balance sheet dated May 31, 1931.
Question 7:
What disposition would you make of the following items in the
preparation of a balance sheet for a manufacturing company?
(a) Dividends which had not been paid for three years on
$750,000.00 of 7 per cent cumulative preferred stock.
(b) An investment of $175,000.00 which represented 100 per cent
ownership in a subsidiary.
(c) Notes on which the company is a guarantor.
(d) Collateral deposited with the company on the note of a debtor.
(e) Cash received from sale of company's bonds.
(f) Second-mortgage bonds of a hotel corporation which had been
received at par in part payment of equipment sold.
(g) A net credit balance labeled "salesmen's account."
(h) Unabsorbed overhead.
(i) Claims which have been made against a carrier for damages.
( j ) Good-will which was purchased for stock at the inception of
the company.
Question 8 :
The balance sheet and profit and loss statement of a customer of
one of your clients has been submitted for credit purposes. The client
asks your opinion of the debtor company's condition. You find the following certificate attached to the statements:
"We have inspected the books of The Marvel Supply Company and
hereby certify that the attached balance sheet and statement of profit
and loss reflect accurately the condition of the company and the operations for the year according to the books.
HARRY TAYLOR & COMPANY,

Discuss the value of this certificate.

Auditors."
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Question 9:
The net worth of the Ohio Manufacturing Company is as follows:
Capital stock, 10,000 shares authorized, 6,000 shares issued and outstanding, par value $100.00
Earned surplus
Total net worth

$600,000.00
400,000.00
1,000,000.00

(a) What effect would a 6 % cash dividend have on:
(1) Total net worth
(2) Book value per share
(b) What effect would a 1 0 % stock dividend have on:
(1) Total net worth
(2) Book value per share.
Question 10:
State several methods which can be used to create secret reserves.
Would the purpose for which a balance sheet was prepared influence
your decision to disclose such items?
Question 1 1 :
The dry kiln of B Company, a furniture manufacturing plant was
badly damaged by fire on December 28, 1930. In making an audit of the
books on January 15, you determine that the original cost of the kiln
built in 1914, was $26,652.00 and the accrued depreciation to December
28, 1930, was $13,256.41. Its net sound value according to the recent
report of appraisers was $20,000.00. It was covered by a $15,000.00
insurance policy which contained the standard 8 0 % co-insurance clause.
The management estimates, and the insurance adjuster agrees, that the
total loss sustained was $12,000.00. What disposition would you make
of these values on the balance sheet you set up as of December 31,1930?
Question 12:
In your audit of the Hardy Iron Company for the year ending October 31, 1931, you discover a checking account of $18,635.24 in a
bank which was closed by the State examiners on October 26, 1931. At
the same time, the Hardy Iron Company was obligated to the bank for
$15,000.00 as evidenced by an unsecured note due November 30, 1931.
At the date of your audit no statement could be obtained from the bank
other than that an attempt to reorganize, at a minimum loss to depositors, was being planned.
How should the cash in bank and bank loan be stated on the
balance sheet of October 31, 1931?

MINNESOTA STATE BOARD OF ACCOUNTANCY
EXAMINATION QUESTIONS

Commercial Law and Economics
FRIDAY, NOVEMBER 20, 1931—1 P. M. TO 5:30 P. M.
NEGOTIABLE INSTRUMENTS
(Answer three)
Question 1 :
John Williams, a contractor, does two jobs for Henry Black, under
two separate contracts. The money owing under each contract will fall
due August 1, 1931. John Williams on July 15, 1931 needs some money
to pay Tom Carlson. He thereupon draws on Henry Black a draft or
bill of exchange which is negotiable in form unless the ending "and
charge to my account on the No. 18 Main Street j o b " makes it nonnegotiable. Tom Carlson in his dealings with John Williams has made
fraudulent statements. Williams discovers the fraud and notifies Black
not to honor the draft when presented for payment. Carlson, prior to
maturity, indorses the bill of exchange to Peter Dawson. Dawson
presents it to Black at maturity for payment which is refused on account of the stop-payment order. Dawson seeks to hold Williams.
What must the court decide, and why, in respect to
(1) The negotiability of the note. Is it negotiable?
(2) The conditions under which Dawson must have acquired it.
Will this be material if the note is not negotiable? Why?
Question 2 :
Joe Maker on July 1, buys an auto from Tom Payee, giving Payee
a negotiable check for the price, drawn by Maker and payable to Payee.
Payee intending to defraud Maker then jumps in the car and drives
away. Maker immediately stops payment on the check. Three weeks
later Payee comes back into town, buys goods from N. Dorsee, and
indorses and delivers the check in payment therefor. The drawee bank
refusing to honor the check, N. Dorsee promptly notifies Maker and
sues him. If you were representing Maker what would you claim?
Would you win out on your position?
Question 3 :
Which of the following statements are correct and which incorrect:
(1) A note is not negotiable if it contains no express provision as
to date of maturity.
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(2) A note is not negotiable if it is undated.
(3) A change of the date by a holder is not a material change.
(4) A note payable when a person becomes thirty years of age
may be negotiable if the person becomes thirty years of age.
(5) A note payable in installments is not negotiable.
(6) A note which provides for payment of attorney's fee if not
paid at maturity is not negotiable unless it names the amount of the
fee.
Question 4 :
What is the meaning of the indorsement, "without recourse?"
In what cases should it be used? Define restrictive indorsement. When
should it be used?
Question 5 :
Which of the following statements are correct and which incorrect.
Why?
(1) Altering the marginal amount of the note (the figures on the
top or side) is a material alteration.
(2) I f a check is altered by a holder and then cashed in its altered
state, the maker is the loser.
(3) Same statement, adding "unless he used a check protector."
(4) A person cannot claim title to a negotiable instrument
through a forged indorsement.
Question 6:
A note is made payable to bearer. The holder indorses on the back
the words "Pay John Smith" and signs his name. Must John Smith
indorse for further negotiation?
PARTNERSHIPS
(Answer two)
Question 1 :
Name as many differences as you can between partnerships and
corporations.
Question 2 :
A, B and C form a partnership. C is much more diligent in the affairs of the concern than A and B, and puts in a great deal more time
than A and B. C claims extra compensation for his services.
(1) Is he entitled to extra compensation?
(2) In a case in which a partner is entitled to extra compensation,
can he prove up his claim in bankruptcy as against other creditors of
the firm? Why?
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Question 3 :
A is willing to invest with B and C, partners, $10,000 it being
agreed that in all events A should be indemnified against loss and have
6 per cent on his money. Is it possible under the law that A might not
be a partner under such an arrangement? Is it possible that he might
be? Explain fully.
Question 4 :
A and B are partners. A from his own pocket pays a debt of the
firm; and also loans the firm $5,000 nothing being said about interest.
Upon voluntary dissolution, A claims
(1) Interest upon his capital.
(2) Interest upon the money owing him for the debt payment.
(3) Interest on the $5,000 loan.
Is he entitled to interest on any of these items?
CORPORATIONS
(Answer three)
Question 1 :
State the meaning of (a) authorized stock; (b) issued stock; (c)
unissued stock; (d) treasury stock.
Question 2 :
What are pre-emptive rights of stockholders? If a stockholder is
notified that he must exercise his pre-emptive rights within ten days,
would he have to comply to save such rights? What is a stock dividend?
Does it constitute income within the meaning of this income tax law?
Why?
Question 3 :
Distinguish between the words: "bond"; "debenture"; "preferred
stock"; "common stock."
Question 4 :
Henry Henderson owns 20 shares of stock in the Doolittle Company. He sells the stock to Elmer Wilson, and delivers to Wilson the
certificate properly indorsed for transfer, but Wilson does not see that
the transfer is recorded on the Company's books. Henderson dies and
Nelson is appointed his executor. He attends a meeting of the Company, produces a certified copy of the letters testamentary and is allowed to vote. The company issues a stock dividend and delivers it to
Nelson; and also pays cash dividends to Nelson. Nelson is ignorant
of the sale to Wilson, and supposing the stock to have been lost applies
to the corporation for another certificate, which the company issues.
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(1) Did the company run any risk in allowing Nelson to vote
without producing the certificate?
(2) Did the company run any risk in paying the stock dividend
and the cash dividend to Nelson without his production of the certificate?
(3) Did the company run any risk in issuing Nelson a new certificate without the production of the old?
Question 5 :
The legislature of the State of Illinois in 1850 by special act created
the X Corporation. There was no law in force in the State of Illinois
at that time reserving the right of the State to repeal corporate charters
issued by it. Later, the State, without consent of the corporation, seeks
to amend its charter in an important particular. Has the State the
right to do this? Explain.
Question 6 :
J . P. owned certificates of stock in the P. D. E. Co. Two men
falsely claiming to be agents of the company called upon J . P. and
stated that they were sent by the company to pick up all the outstanding certificates of stock, for the purpose of making some corrections
therein. J . P. thereupon indorsed in blank the usual assignment and
power of attorney form on the back of the certificate and delivered
same to the supposed agents. The stock was sold to M. K. an innocent
purchaser at the market price. M. K. presented the certificate to the
company for transfer, but the company having been notified of the
fraud refuses to transfer the stock. Is M. K. entitled to the stock?
(see 206 Cal. 334, 73 A. L. R. 1398.)
CONTRACTS
(Answer three)
Question 1 :
"April 19, 1922. I promise to pay my wife on conditionary, the
sum of $5,000 providing she stays with me while I live and takes care
of things as she has always done; this note not due for 6 months after
my death and to bear no interest until due.
D. A.

Frame."

Mrs. Frame, after her husband's death sues on above note, and
shows that she performed the services required in the note, namely,
household duties, keeping simple farm accounts, selling butter, etc.
Has Mrs. Frame a good case? (Frame v. Frame, 73 A. L. R.
(Texas) 1512.)

5
Question 2 :
John Doe goes to Europe for a season, leaving his residence closed.
A severe windstorm occurs during his absence and blows out one of the
windows. Richard Roe, being a neighbor, notices the harm done and repairs the window so that rain, snow and cold cannot thereby enter the
house. He puts in labor and spend $5.00 for material. If John Doe refuses to recompense him, has he a case at Law? Explain.
Question 3 :
John Akers has two sons, who become of age. Peter Akers, one of
the sons, leaves home and goes into business, becoming well-to-do. He
writes home very seldom, takes no interest in his father's affairs and
never helps him in any way. Walter, the other son, feels responsibility,
stays at home, and works for five years after he becomes of age on his
father's farm. The father dies leaving no will, his entire estate consisting in the farm, worth about $16,000. Walter keenly feels the injustice of his brother getting half of the estate, and he puts in a claim
against the estate for the reasonable value of his services. Will it be
allowed? Why?
Question 4 :
Junior Williams, being seventeen years of age, in writing appoints
John Realtor to sell his real estate for him, and Realtor, acting under
his power of attorney, deeds the land to Isaac Blumenthal.
Suppose John Realtor sues Junior Williams for a commission,
nothing having been said or written about a commission. (John Realtor is in the real estate business). Junior defends (a) that being a
minor he cannot be held; (b) that Realtor has no license to act as
broker as required by law; (c) that as nothing was said about commissions, for that reason none are recoverable. Discuss each defense as
though it stood alone.
Question 5 :
In the above case, suppose that 13 years later (when Junior is
30) he brings suit to eject Rose, a purchaser from Blumenthal on the
theory that as a minor he had no power to make contracts, especially
no power to appoint an agent, and therefore cannot be held to have
ratified by his long inaction.
Question 6 :
D owes C upon an account stated the sum of $1,000. D offers C
$750 if C will cancel the debt. C refuses; whereupon D sends C a check
for $750, which states upon its face that it is in full discharge of all
liability. C cashes the check and sues D for $250. Can he recover?
Explain.
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BANKRUPTCY
(Answer two)
Question 1 :
M. Ployee works for M. Ployer, at a salary of $200 per month. The
contract of employment is for an indefinite term, i. e. M. Ployer may
discharge M. Ployee at any time without liability. M. Ployee borrows
$1,000 from one Carruthers, assigning his right to salary as security
therefor. Thereafter, and while the assignment is in force and effect,
M. Ployee files a voluntary petition in bankruptcy. At the time the
petition is filed M. Ployer owes $200 unpaid salary. The trustee in
bankruptcy claims the right to collect this salary. Is this correct?
Question 2 :
When M. Ployee files the above petition he has a life insurance
policy which has a cash surrender value of $500. The policy is for
$10,000. Can the trustee get any benefit from this state of facts? May
M. Ployee, under the bankruptcy act, save himself the benefit of the
insurance?
Question 3 :
A general creditor of M. Ployee has a claim against him for $1,000
arising out of contract dealings he has had with M. Ployee. The creditor gets judgment for this amount three months prior to the date of
the filing of the bankruptcy petition. Under the law this judgment
gives the creditor a general lien on all of the debtor's assets. Does the
trustee take subject to this judgment lien? Why?
Question 4 :
M. Ployee after the petition in bankruptcy is filed continues to
work for M. Ployer at the same salary as before. Ignoring the effect,
if any, of the assignment to Carruthers, does the trustee have any
claim to the salary accruing and maturing after the petition in bankruptcy is filed and during administration? Why?
FEDERAL INCOME T A X E S
(Answer both)
Question 1 :
X Company, a subsidiary of Y Company during 1930, sustained
losses from operations for the calendar years 1928, 1929 and 1930. May
the losses for 1928 and 1929, which were years prior to affiliation, be
deducted from the net income of Y Company for 1930?
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Question 2 :
(a) What credits against net income are allowed individuals for
normal tax purposes?
(b) What credits against the tax payable are allowed individuals?
ECONOMICS AND PUBLIC FINANCE
(Answer all)
Question 1 :
Explain the terms wealth, capital, money.
Question 2 :
Explain the theory of business cycles.
Question 3 :
President Hoover, in a letter addressed to The American Society
of Certified Public Accountants, through its president, in connection
with the recent annual meeting, said, "Certified public accountants are
close students of economic problems relating to business and their application to the affairs of their clients. It is possible that through you
some suggestion may come that would be of assistance in mitigating
the effects of the present depression * * * . " What suggestions would
you make if called into a conference for the purpose of discussing efforts that should be made not only to mitigate the present situation but
to prevent its recurrence?

